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_ Developing corporate level strategy options-2 


e [n strategic management, Business Level options focus on 
individual markets and firms that operate in a single industry. 


e Corporate Level options concentrate on options available where 
a firm diversifies beyond a single area and operates in several 
markets, each with its own strategy, business team and profit 
centre. 


e With corporate options, there will be a requirement for strategic 
management to undertake two tasks: 
e Select which areas to diversify into and with what strategies: 
called diversification strategy 
e Co-ordinate, manageand communicate with each business 
area and with outsideorganisations such as banks and 


shareholders: called corporate headquarters strategy. 
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__ Diversification oon eee 


options-1 
Benefits 
e Benefits internal to the group 


e Economies of scope: cost savings from shared activities 
within the group 
e Transfer of core competencies across group 
e Shared activities such as purchasing or distribution 
e Benefits external to the group 


e Vertical integration through ownership of owning its 
suppliers or the outlets through which its products are 


sold 


e Market power through the added strength of belonging 
to a group 


e Blocking competitors through market power 
e Financial benefits: next page 
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__ Diversification options-2 


Benefits (continued) 


e Benefits external to the group 
e Financial benefits 
e Lower cost of capital 


e Business re-structuring when facing competitive 
pressures 


e Efficient capital allocation between parts of the group 
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__ Diversification options-3 


Costs 


e Size and costs of headquarters staff: can bea 
substantial burden on the group 


e The complexity and management of the diversified 
firm: argued that difficult for corporate HQ to have 
the skills to manage, or even understand, truly diverse 
individual businesses 

e The lack of a competitive resource-based focus: by 
definition, a diversified corporation is not focussing 
on its particular resource strengths 

e Low-performing areas hide the value of high 
performing areas inside the overall group valuation: 
need to divest one or other? 
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__ Diversification options 


Degrees of diversification 


e Degreesof : 


e Close-related diversification: common customers or suppliers 
e Distant-related diversification: diverse products but 


underpinned by core technologies or competencies 

e Unrelated diversification: little relation between parts of the 
group with the corporate headquarters acting largelyas a 
resource allocator between the different parts 


e Choice of diversification option: depends on the strategic 
context of the company’s headquarters, its leadershipand 
managementstyle and the opportunities and resources available 
at that time 
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Role of HQ: parenting option p =- 


The five main activities of corporate HQ 


Setting ethical 


Parenting concerns standards and CSR 
the corporate 


headquarters of a 
group of subsidiaries 


Stakeholders, 


including 
shareholders 

treasury 
Remuneration, 7 ne Control and 


incentives and guidance of 
people evaluation subsidiaries 
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Role of HQ: Parenting options- 
The parenting resource of corporate headquarters can 
offer: 


e Stakeholder management including shareholder 
expectations 





e Central functions and services, e.g. international treasury 
management 

e Corporate development initiatives, e.g. centralised R&D or 
new acquisitions 

e Additional finance for growth areas: principle of product 
portfolio/growth share matrix 

e Formal linkages between businesses, e.g. the transfer of 
technology or core competencies 

e Guidance on ethical standards and corporate social 
responsibility 
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Role of HQ: parenting option p- 


The purpose of parenting is to add value to the subsidiaries 
that are served: otherwise the extra cost of a corporate 
headquarters cannot be justified 


For parenting to add value, the role and costs of headquarters 
need careful scrutiny. 


Specifically, the parent needs two skills: 


e Understanding of the key factors for success in all 
industries of its subsidiaries 


e Ability to contribute something extra, perhaps in one or 
more of the basic parenting areas such as Treasury or R&D. 
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___ BCG er <owth-share matr 1 nae 


- 


e Basic logic: many companies are involved with products in 
many markets 

e Each market will bring its own strategic opportunities and 
problems: e.g. attractions of fast market growth, difficulties 
of acompany with a small market share 


e Assumed that the two most important factors in such 
analysis are: 


e Market growth: high growth is attractive for the company, 
but needs to be supported by investment - uses cash 


e Market share: high share is usually associated with high 
profitability - generates cash 
e Plot these two factors in a matrix against competitors to 


explore strategic issues — the Growth-Share Matrix (the BCG 
Matrix) 
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Eec growth-share mathe namau 


pe 


Relative market share 
High market 


growth: 
10% p.a. 


Star products 


Problem 
children Market 


Medium growth 


growth: 

5% p.a. Cash Cow Dog products 
products 

Low market 

growth: 

starting at 0% 


p.a. 
See Lynch, Chapter 9, Section 9.4 and Chapter 10, Case 10.4 for a worked example 





Over 1.5 1.5 (Log scale) Below 1.5 
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_Some « difficulties with portfolio matrices. 


e Privileges two strategic factors only: market share and 
growth 

e Dubious recommendations: may not be possible to simply 
drop a poorly performing product group - e.g. because it 
makes a significant contribution to group overheads 

e Innovation: ignored 


e Divesting unwanted product areas: may be substantial costs 
such as labour redundancy costs 


e Assumption that competitors will do nothing: perhaps 
competitors will adjust their own portfolios and negate the 
impact of actions from the original company 
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_ Tools of corporate-level options- 


e HQ usually responsible for the final decision on 
acquisitions and other major corporate re-structuring 

e Such decisions can take place on transactions 
continuum from acquisition to divestment of a 
subsidiary company 

e Within the continuum, significant evidence that 


acquisitions do not have a high level of success, 


however the reasons remain obscure 


e Divestments are more likely to be successful because 


the subsidiary to be divested is better known to 
corporate HQ 
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_— Tools of corporate-level options- 


The Transactions Continuum 





sagan Alliances: 
esl ala including joint Divestitures: 
8 = ventures and including 
mergers and M ther closures and 
takeovers > 
collaborations redundancies 
High: Low: 


Degree of corporate 


fo) 
ownership ae 


100% 
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